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EXECUTIVE SUMMARY

his document presents USAID’s FY2001 - 2005 Assistance Strategy for the

five new nations of Centra Asa Kazakhstan, Kyrgyzstan, Tajikistan,

Turkmenistan, and Uzbekistan. It is the product of a highly participatory,

iterative process over the last year with a wide range of actors in the region
and in Washington. It was informed by a number of important reviews and
assessments, and prepared under the overall policy guidance of the Department of
State, NIS, Ambassadors in the region, and the Europe and Eurasia (E& E) Bureau of
USAID.

As described in the five respective Embassies Mission Performance Plans (MPP)
and in several important Congressional hearings, the overarching goal of U.S. foreign
policy for the five new nations is stable, Western-oriented development to ensure
access to the region’s substantial oil, gas and minera resources and to prevent the
expansion of radicalism and trafficking in weapons and narcotics. As the primary
assistance arm of the U.S. Government with a substantial professional presence in the
region, USAID has a significant role in fostering this stability and development.

Since 1996 the progress of the five nations of Central Asia—and consequently the
results of USAID’s earlier Assistance Plan—has been mixed. None of the nations
have conformed to expectations for rapid economic and political transition through
structural reforms. Yet there have been important achievements. Kazakhstan's
economy is growing, attracting substantial foreign investment. Its stable,
strengthening macroeconomic structure weathered the Asian financial crisis, and it
has embarked upon progressive reforms in the financial and socia sectors.
Kyrgyzstan, while bereft of high-value exports and struggling with a heavy debt
burden, is restructuring its economy, is struggling with vocal civil society, and is
growing small enterprise led by agriculture. It has acceded to the World Trade
Organization (WTO) and is renewing privatization efforts. Tajikistan, after a
destructive civil war, is completing a difficult peace and reconciliation process with
competitive albeit flawed elections. It has aso initiated some macroeconomic
reforms. Uzbekistan, while embracing neither economic nor political reform,
remains stable, strongly supports its social sector, and is relatively open to the West.
Turkmenistan, the least reformist and most isolated nation of the region, continues to
be stable and ostensibly welcomes foreign investment. Notably, all of these countries
have growing numbers of indigenous non-governmental civic organizations, whether
community, professional, or advocatory in nature. All remain resolutely secular and
steadfast against radicalism.

Notwithstanding these positives, the progress of al five new nations on the path of
economic and political reform has been halting; in some areas there has even been
some regression in recent years. Many critical economic reforms are stillborn or
incomplete, and state control and corruption remain pervasive. The new ruling elites
alow minimal, if any, political competition or dissent and Islamic sentiments are
highly suspect. Economic competition is limited by vested interests, and both
investors and small businesses experience difficulties. Social services and the
environment continue to deteriorate. Regional cooperation is largely rhetorical.
Moreover, there is little popular clamor for reform by the citizenry at large; opinion
surveys indicate a continuing nostalgia for the communist system. Of course, these
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are broad generalities. Two countries, Kyrgyzstan and Kazakhstan, are relatively
more reformist, and two others, Uzbekistan and Turkmenistan, are relatively more
repressive. The fifth, Tajikistan, is a mix, still recovering and rebuilding itself. The
overall lack of reform across the region has been the source of a keen disappointment
to the U.S. It has led to questioning whether the initial expectations and approaches
were well informed and realistic.

The Eastern European modd of a rapid, structura transition to open market
democracy is not appropriate for the Asian republics of the former Soviet Union.
These new nation states have historically been isolated, lack any modern national
experience, and had independence thrust upon them. They are also as much Asian as
they are post-Soviet. A modified, longer-term approach is needed, which builds
popular knowledge, demand and political will for pluralistic economic and political
change within government, business and professional sectors, and among the
citizenry. Thus, USAID’s new strategy, while continuing to support and provide
assistance for key macro-level reforms — where the political will exists — must also
concentrate assistance on selected ingtitutions, organizations and people at local
levels to grow pluralism, the non-governmental sector, and partnership. It must
educate and demonstrate the benefits of reform, thereby building pressure for and
facilitating necessary change. It must be a strategy with a human face to complement
the harder U.S. security and commercia interests.

Three sets of critical problems are common in varying forms and degrees to each five
of the countries: the lack of broad private enterprise and consequent stagnant income
and employment growth, the prevalence of autocratic and corrupt governance, and
deteriorating health systems and environmental conditions. USAID must continue to
address these, but in more fundamental ways. Thus, the goal of USAID’s new
strategy is to expand opportunities for the citizens of the new nations to participate in
improving their governance, their livelihoods, and their quality of life through four
primary objectives for each country:

the growth of small-scale enterprise and trade, with emphasis on finance,
regulations and education

building a more open, democratic culture, with emphasis on non-
governmental organizations, information and electronic media and
parliamentarians

better management of environmental resour ces, with emphasis on regional
water management and energy regulation and efficiency

improved primary healthcare, with emphasis on community and family
practices, infectious diseases and social marketing

These are region-wide objectives. They are tailored in different ways to the unique
situation in each of the five countries. There are two additional country-specific
objectives to improve governance in Kazakhstan and Kyrgyzstan, where there is
greater commitment to reform: improved fiscal policy and management, and more
responsive, accountable local gover nment.
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These six sectoral objectives are supplemented by three important crosscutting
objectives:

reducing corrupt practices
minimizing gender biases
mitigating potential for conflict

In addition, over the last year, wide-ranging discussions, stocktaking, lessons-
learned, and assessments in the region and in Washington have aso identified
important program principles to increase the effectiveness, impact and relevance of
U.S. assistance:

increase knowledge and information flows among citizens, especially youth
sharp focus on critical groups, sub-regions and localities

link macro-level policy reforms with education and on-the-ground
demonstrations

foster intra-regional dialogue, exchange, and networks among citizenry

seek complementarities and synergies with other assistance or investment

USAID’s efforts will now emphasize new attitudes and values as well as modern
practices and techniques. These principles and the goal of increasing opportunities
for citizens make this, in essence, both a “ democratization” and an “education”
strategy. USAID assistance will help to broaden and diversify the base of the
economic growth, civil governance, and social services through participation and
knowledge.

In Kazakhstan, given the level of U.S. assistance, the relative size of the economy
and its progress on economic restructuring, USAID will continue with deep support
for a broad range of partners and efforts. Foremost is increasing private enterprise
and trade, especialy by improving government regulation and policies (including
WTO accession), credit and capital markets, and business skills and education.
USAID will also assist continued improvement to taxation and budgeting. Given
disappointment with recent elections and that next elections are years away, USAID
support for democratization will focus on advocacy and sustainability of a broad
range of citizens organizations, on expanding civic education and information
dissemination, and on building capacity of parliamentarians and local governments,
with particular emphasis on reducing opportunities for corruption.  USAID will
continue to help expand a new health reform model as well as improved methods to
control infectious diseases. USAID will aso assist with several critical
environmental problems including oil and gas regulation, energy conservation, global
climate change, and water management. The Regiona Initiative in Atyrau will be
fully developed and a second initiative is under development. As oil revenues
increase, USAID will seek increased government cost-sharing.

Kyrgyzstan will have similarly broad level assistance in response to its dire needs and
current reforms and somewhat more democratic society. The largest efforts will be
on deepening and broadening economic and financial reforms, in order to stabilize
the macro-economy, rationalize government regulation, and grow the private sector.
These efforts will focus on completing and implementing banking, land and
commercia law reforms, WTO accession, support to small and medium enterprises,
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and business and economic education. Democratization through sustainable growth
of civil society will continue as a priority with considerable assistance for local
government, selected Parliamentarians, media and civic organizations, including anti-
corruption efforts. Specialized USAID assistance, training, and partnerships will
continue to deepen, broaden and fully implement health care reforms. Specia
attention will be paid to southern Kyrgyzstan in the Ferghana Valley.

Assistance for Tajikistan is constrained by security concerns that prevent the full
deployment of U.S. or contractor resident personnel. If and when aresident presence
is possible, assistance will be expanded. With regular staff visits, USAID has had
considerable success working through resident international and grantee partners.
With the peace and reconciliation process coming to a successful conclusion, USAID
is shifting from short-term humanitarian assistance to a broader effort to include
small and medium enterprise development; business and economic education;
training for new Parliamentarians, community and civic organizations; information
dissemination; and selected help for elements of health care. Third-country training
will continue to be important. Special attention will be given to reconciliation of
former combatants, and to the Khojand area of the Ferghana Valley.

Assistance to Turkmenistan will likely remain quite limited because of pervasive
government control and the lack of commitment to any real economic or political
reforms by the current regime. USAID assistance will improve environmental
management including energy development, increase the quality of health care,
especialy for infectious disease control, and build foundations for the private sector
and civil society through education and organizational assistance. If the situation
changes and political will arises, USAID will be prepared to respond by assisting
with selected economic and financial reforms.

Although it represents a challenging country due to its centrality, size and diversity of
its population, Uzbekistan will receive a modest level of assistance due to the
pervasive control by a massive governmental structure. USAID assistance will focus
on several areas of opportunity and comparative advantage: small business and
economic education; active and informed, citizens and community organizations;
healthcare decentralization and infectious disease control; river basin and wetlands
management. Youth, gender, conflict prevention and activities in the Ferghana
Valley and Nukus will be particularly important. Economic reform assistance could
be quickly expanded should the government embark on serious monetary reform and
privatization.

By the end of this strategy—notwithstanding a major conflict or disaster in the
regionr—USAID expects growth in the numbers of small enterprises, businessmen
and women, and reform-minded officials; better-informed and sustainable civic and
community organizations; more professional jurists and parliamentarians; examples
of efficient management of energy and water resources; family group practices
improving healthcare and disease control; and instances of regional cooperation. In
Kazakhstan and Kyrgyzstan, there will be fiscal and financial stability and severa
more transparent, responsive local administrations. Kazakhstan will cost-share
technical assistance and training. The impacts of USAID assistance will be
measurable in several sub-regions. the Ferghana Valley, Atyrau, Turkmenbashi, and
Nukus.
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On an operational level, USAID will strive to be ever more collaborative, not only
with host country counterparts, but also with a range of important other U.S.
government and donor agencies, implementing partners and partnerships. Through
the Ambassadors Country Teams, USAID will work particularly closely with
Department of State Public Diplomacy, the Embassy Democracy Commissions,
Peace Corps and DOD humanitarian assistance. Important complementary efforts
will continue with the World Bank. As a leading bilateral donor, USAID will
closdly collaborate with UN agencies, EU-TACIS, EBRD and ADB. Important
institutional partnerships include those with the city of Tucson, Arizona, the U.S.
Energy Association, the American International Health Alliance, and U.S. Centers
for Disease Control and Prevention, the National Oceanic and Atmospheric
Administration and Israel’s MASHAV. New partnerships will be identified as well
as ways to sustain current partnerships.

For reasons of cost-effectiveness and the benefits of regiona interaction and
synergies, USAID will operate as it has in Central Asia through an efficient,
responsive regional structure, with its center and “critical mass’ of specialists in
Almaty, plus small country offices for coordination and support with Embassies in
Tashkent, Ashgabat, Bishkek, Dushanbe, and eventually Astana. In order to fulfill
this mission and provide responsible stewardship of U.S. resources—with a total of
20 USDH officers, a large USPSC and FSN staff and commensurate operating
expenses—safe, secure facilities and high-quality communication and processing
systems are essential. USAID/CAR will operate on a* team of teams’ principle with
staff participating on sectora teams (eg. enterprise, health, environment,
democracy), on cross-cutting teams (e.g. gender, Atyrau, corruption) and on country
teams in Embassies. Partners will be fully included. Depending on political
developments, assistance levels, and logistics, Tashkent could become a sub-regional
hub for operations.

The new strategy focuses and concentrates USAID assistance on several objectives,
and sub-regions. Reductions in assistance levels or operating expenses below the
current FY 2000 minimal ranges would require either the elimination of one of the
region-wide sectoral objectives and staff, and/or the closing of a country office.
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PART I: Summary Analysis of Assistance
Environment and Rationale for Strategic Choices

U. S. Foreign Policy Interests in Central Asia

he stable economic and political development of Central Asia is important to

the United States. The more democratic and prosperous these countries

become, the greater the commercial opportunities, and the less likely civil

strife, nuclear proliferation and other global threats. Unfortunately, Central
Asia's energy resources and location make the region a potential point of conflict,?
vulnerable to other major powers including Russia and China. Its porous borders
provide openings for radicaism from Iran and Afghanistan® as well as
transshipment of arms and drugs. Recent commentary on Central Asia has focused
as much on its potential for conflict as on its energy resources. The grave
environmental and health issues—which include the dramatic rise of drug-resistant
tuberculosis and the Aral Sea disaster—are global concerns.

U.S. national interests in security, trade, democracy and global problems feature
prominently in the Mission Performance Plans (MPP's) of the five U.S. Embassies
which USAID/CAR serves. U.S. Ambassador to Turkmenistan, Steven R. Mann,
speaks for the region when he states that “ our greatest interest here is maintaining
U.S. national security. It is firmly in the United States interest to support the
independent states that have emerged from the former Soviet Union and in doing so,
prevent the reformation of a large multinational power hostile to America's
interests.” U.S. Ambassador to Kyrgyzstan, Anne Sigmund, further illuminates this
point when she associates Kyrgyzstan's importance to “its location astride a strategic
arc of instability along which East and West have historically clashed.” U.S.
Ambassador to Uzbekistan, Joseph Presel, notes how important it is for the U.S. to
“reinforce Uzbekistan's responsible engagement on world issues and its resistance
to undue influence from countries such as Iran and to instability such as plagued its
neighbors Tajikistan and Afghanistan.” U.S. Ambassador to Tajikistan, Robert P.
Finn, highlights the need to “lessen Tajikistan’s relative isolation and its position as
a potential transit/source for transnational crime.” U.S. Ambassador to Kazakhstan,
Richard H. Jones, describes how “ our efforts to build...democracy, support private
efforts to develop hydrocarbon resources...and foster regional cooperation and
dialogue in such sensitive areas as water sharing...serve the [U.S] nationa
interest.”

! Franklin Delano Roosevelt, Fourth Inauguration Address, Washington D.C., January 1945.
2 “The Silk Road countries which together hold more than $4 trillion in oil and gas reserves
have suffered political and social turmoil since the breakup of the Soviet Union and have not
been included in other regional initiatives... expanding U.S. aid makes sense not only because
of the region’s oil reserves but also because the Silk Road Countries border such countries as
Iran, Afghanistan and China and could represent a starting point to spread democracy.”
“House Authorizes Expanded Aid to Countries Along Silk Road, (CQ Daily Monitor, August
2,1999.

3 Ahmed Rashid discusses this vulnerability in “ The Taliban: Exporting Extremism,” Foreign
Affairs, November/December 1999, Volume 78, Number 6, pg. 22-35.

* Barnet Rubin, Calming the Ferghana Valley: Report of the Center for Preventative Action,
New Y ork: The Century Foundation Press, 1999.

“We have learned
that our own
well-being is
dependent on the
well-being of
other nations far

away.”!

— Franklin D. Roosevelt

“Of all of the
regions of the
former Soviet
Union, Central
Asiais potentially
one of the most
explosive...”*
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This strategy for USAID assistance has been designed to support directly the specific
foreign policy objectives articulated in the five MPPs. It is the product of an
extensive yearlong dialogue about U.S. interests and priorities with the Ambassadors
and other members of the Country Teams, as well as the Department of State’s Office
for Newly Independent States (S/NIS). USAID’s efforts are integral to the
achievement of U.S. strategic goals in regional security, economic development,
democracy and human rights, humanitarianism, health and environment as articulated
in the MPPs.

Each of the five Central Asia nations poses its own challenges and opportunities for
U.S. foreign policy. In Kazakhstan, for instance, USAID’s help with tax and budget
policy, and small and medium enterprise growth, is central to MPP economic
objectives. The MPP highlights the importance of the USAID-led Atyrau Regional
Initiative, a high-level public private partnership between the United States
government and U.S. investors. The initiative will reduce obstacles to small business
development and create jobs in Atyrau oblast, the underdeveloped region at the
center of major oil production.

In Kyrgyzstan, USAID assistance is essential in achieving the MPP goa of
strengthening democratic institutions and practices, through increasing citizen
participation in economic and political decision-making. Although Kyrgyzstan has
made some progress toward increased democratization, the recent manipulations of
parliamentary elections demonstrate the need for continued work. The activism of
hundreds of new indigenous non-governmental organizations (NGO) offers hope.
USAID assistance in natural resource management encourages the neighboring
countries to fulfill regional commitments in water sharing, a key issue for regional
security.

In Uzbekistan, USAID support for hedthcare is critical to MPP health goals of
reducing infectious disease, promoting voluntary family planning and decreasing
reliance on abortion as a method of fertility control. Health has proven to be one of
the few areas where the U.S. government has a strong, influential partnership with
the Uzbek government. A focus on the Ferghana Valley aids the population in a
critical area of potential unrest.

In Tajikistan, the United States' primary goal is reconciliation and national stability.
USAID’s support for community development, small and medium enterprises (SME),
democracy and health improves lives and builds much needed social capital by
enabling citizens to participate in community decision-making, earn incomes and
receive better healthcare.

In Turkmenistan, where economic and democratic reform remains problematic,
USAID’s efforts on oil and gas regulation are critical; they open up this sector and
encourage Turkmenistan’s partnerships with the West while also helping develop and
transport the country’s significant natural gas and oil reserves.

This strategy, the
product of an
extensive

year long dialogue
about U.S.
interests and
prioritieswith
the Ambassador s
and S/INIS,
directly supports
foreign policy

obj ectives.
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Country Conditions and Strategic Priorities

Regional Trends and I ssues

he five Central Asian republics together have a combined population of 55

million, a land mass greater than Western Europe, and a significant share of the
world’s oil and gas reserves. Surrounded by Russia, China, Iran and Afghanistan,
they are adjacent to and affected by some of the 21% century’s most important
ideological, political and economic
struggles. These landlocked nations have a
history of flux and conquest, with
historically limited access to world markets
and ideas. More than anywhere else in the
former Soviet Union, the region's
circumstances and prospects ill, nine
years after the breakup of the USSR, are
fluid and uncertain.

Economic Policy Reform and Democratic Freedom in
Central Asian States: 1998

Polands
At independence in 1991, each of the five
republics had different circumstances,
resources and challenges. Since then, they
have evolved differently. After 150 years of
Russian and Soviet dominance, the Centra
Asian countries have been heavily
influenced by Russian socio-economic
systems. They are, however, quite different
from East European countries and most
former Soviet republics. They had no
history of modern statehood, no exposure to Democratic Freedom Rating

the Weg’ and were less advanced at the Source: E&E Bureau Strategy based on Freedom House democracy ratings and EBRD
beginning of the transition process than economic policy ratings.

their Eastern European counterparts. Their

national borders do not respect ethnicity,

topography or economics. Soviet control crested considerable dependence on

subsidization and an interlinked infrastructure—without any systems of self-

determination or intra-regional cooperation.

r ; s Bulgaria
Kyrgyzs,tanARuss'aA »Georgia

“Kazakhstan
) s+ Ukraine
o | & Uzbekistan

Tajikistan

Economic Policy Reform Rating
w

A
Turkmenistan

1 2 3 4 5

U.S. Ambassador Stephen Sestanovich noted in congressional testimony that
“ Central Asian states face great challenges. The absence of democratic traditions, of
a civil society, of business experience, and of strong national identities has made the
years since independence tough.”®  These factors, plus a history of natural and man-
made disasters, challenge Central Asia and threaten stability.

All the countries of Central Asia also suffer from limited investment from and
isolation from major world markets. Despite potentialy vast energy assets and other

> Ambassador Stephen Sestanovich, Ambassador-At-Large and Special Advisor to the
Secretary of State for the Newly Independent States, Asia-Pacific Subcommittee House
International Relations Committee, March 17, 1999.
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resources, the Central Asian countries are generally very poor; only Kazakhstan has a
per capita Gross Domestic Product (GDP) above $1,000, while the annual GDPs of
Tajikistan, Kyrgyzstan, Turkmenistan and Uzbekistan range between $213 and $591
per capita’. There is considerable poverty and income inequality’. Industry is limited
and economic development highly imbalanced, with a reliance on inefficient
agricultural and mineral extraction systems that exacerbate aready fragile
environmental situations. Although there are large state enterprises and international
companies, as well as independent traders and small retailers, the important middle
ground—small and medium enterprises—are nearly absent. These SMEs are critical
for economic growth and the creation of jobs. Rent-seeking corruption by bureaucrats
and organized crime, combined with stifling bureaucratic procedures, discourage
businessmen from expanding their companies and destroy many smaller enterprises.

While there are enormous variations in the five economies, the expected rapid
trangition to a market economy has not materialized anywhere in the region. In the
wealthiest and most advanced country, Kazakhstan, vested interests, corruption, poor
infrastructure and a largely economically illiterate population have slowed the
trangition. In Uzbekistan and Turkmenistan, the respective governments have not yet
taken even the first basic steps in the process of building market economies.
Kyrgyzstan and Tajikistan fall in the middle: initial reforms have been adopted, but
limited resources, poverty, corruption (and political instability in Tajikistan) have
stymied progress.

Democratization remains a great challenge in all five republics. Former Communist
party officials still head al the governments. There is a mutual mistrust between the
populace and the government, and the citizenry is generally passive from years of
domination. However, the beginnings of citizen activism have appeared in
Kazakhstan, Kyrgyzstan and Tajikistan. The only progress towards
democratization has occurred in the area of civic participation. There has
been significant growth in Kazakhstan and Kyrgyzstan—and to a lesser
extent Tajikistan—in the number and nature of citizen associations,
community groups and other non-governmental organizations (NGOs).
Even though a new law recognizes NGOs in Uzbekistan, citizen groups
remain under close observation. The situation is yet more difficult in
Turkmenistan, where government controls and restrictions on non-
governmental organizations and the public have increased. In 1999,
government-mandated exit visas made it difficult for citizens of
Turkmenistan to participate in international training and exchanges.

12

Due to the consequences of Soviet era mismanagement of natural
resources, some of the worst environmental disasters in the world have
occurred in Central Asia. Live anthrax spores have been discovered at the

“ Decisions today
regarding the
environment and
natural resour ces
can affect our
security for

generations.”®

— President Clinton, 1999

Expenditures on Health &
Education (% of GDP)

1995 | 1996 | 1997 | 1998 | 1999

world's largest biological weapons disposal site on an Aral Sea island.’ L

7.5 7.2 6.4 5.4 6.5

The Aral is a poster child of exploitation, as over-irrigation continues to OKyr

105 | 84 8.1 7.4 6.2

® EBRD, Transition Report 1999.

" EBRD estimates the percentage of the population below the poverty line in 1993/5 as 65%
in Kazakhstan; 88% in Kyrgyzstan; 63% in Uzbekistan and 61% in Turkmenistan, Transition
Report 1999, pg. 16.

8 President Clinton on a National Security Strategy for A New Century, December 1999

® Judith Miller, “In Soviet Dump, Deadly Germs Live On,” New York Times, June 3, 1999.

10
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turn the sea into a salty wasteland. The sturgeon in the Caspian Sea risk becoming
extinct. The tragic human consequences of above-ground nuclear testing in the
vicinity of Semipalatinsk are well-known. The most widespread negative impacts
result from mismanagement and inefficient use of energy and water resources.
Heavy subsidies in the energy sector have also contributed to gross wastage and
excessive emissions. Similarly, the sustained overuse of water on agricultural lands
has resulted in the salinization of vast areas and reduced crop yields. These severe
environmental conditions affect economic growth.

In the past, Moscow subsidized most infrastructure and social services in Central
Asia. Following independence, the new nations could not afford to maintain the
costly, inefficient systems they inherited. Inadequate and mismanaged public
finances have particularly weakened health and educational services. Governments
are unable to pay salaries, maintain infrastructures or purchase basic supplies. There
has been a sharp reduction in the quality and quantity of services, with scarce
resources barely covering building maintenance with little left over to serve the
public. The impact has been particularly clear in the
health sector. Life expectancy has declined,
especially for adult males. Recent evidence shows

“Many peoplein
the former
Communist
countriesfind the
new conditions
unsatisfactory,
even by the sorry
standar ds of
Communist
times.”

— Mancur Olson, 1999

Citizens who wish to return to communist
economic systems

disturbingly large increases in infant and child

mortality. There has been a resurgence of infectious Uzbekistanl-’:b
disease, particularly acute respiratory infection, ]
tuberculosis and hepatitis. HIV/AIDS looms on the Tajikistanil | | y
horizon. - Life s difficult for pensioners, who seldom Kyrgyzstan|| J
receive their small pensions on time. In Kazakhstan, 1 \
for instance, pension arrears totaled 1.2 percent of Kazakhstan 5
: 11 : ‘ : :
GDP by m|d-1999,, athough the government had 0% 0% 40% 0% 0%
caught up by year's end. Not surprisingly, most
citizens express a desire to return to communism.*? Citizens

The socia contract has been broken.

USAID Assistance

he United States was quick to provide assistance to the newly-independent

Central Asian republics.  Since 1992, U.S. assistance has totaled more than $1.7
billion, mostly humanitarian and security related, but including $650 million in
USAID assistance. The expected results of USAID’s programs, based on the Eastern
European model of rapid transition, were too ambitious for the politica and
economic realities of the region. Nevertheless, USAID made an impact on economic
restructuring through its assistance for small-scale privatization, fiscal reform,
enterprise development, financial institutions and the energy industry. Initial stepsin
democratic transition have been made through strengthening of NGOs, media and the
local governments. Social sector transition began in some countries which have
incorporated changes in healthcare, housing and pension systems.

10 Mancur Olson, Power and Prosperity, pg. 169.

" EBRD, Transition Report 1999, pg. 231.

12 Based on public opinion polls commissioned from the Kazakhstan based firm Brif
conducted in Kazakhstan, Uzbekistan, and Kyrgyzstan and a public opinion poll
commissioned from the Tajik civic organization Sharq in Tajikistan in the summer of 1999.
Polls were not conducted in Turkmenistan.

11

Source: USAID/CAR Opinion Poll, August 1999
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USAID assistance in Central Asia has generally been well received. U.S. expertise is
respected and usually desired; advice is listened to, albeit not always followed.
While USAID has contributed to change in every country, the results are logically
greatest where it was possible to establish a collaborative relationship with reform-
minded host country leaders.

The vast differences in reform opportunities in the five countries mean that USAID’s
impact in the economic sphere has varied widely. A recent General Accounting
Office (GAO) report on USAID/CAR'’s economic and democratic assistance notes:
“with USAID and other donor assistance, the Central Asian region’s governments
have made progress. Most notably, Kazakhstan and the Kyrgyz Republic—the two
republics most committed to reforms—have privatized many small and medium-
sized, state-owned enterprises, implemented trade and financial reforms, and
developed non-governmental organizations and independent broadcast news
stations.”*®

Given the complete absence and understanding of the private sector or modern
commercial laws in Kazakhstan and Kyrgyzstan just eight years ago, it is remarkable
how far both countries have come with the support of USAID and other donors. For
example, both have been leaders in small-scale privatization and the ingtitution of
international accounting practices. Each has established modern, viable securities
markets and banking supervision. Kazakhstan has been a pioneer in pension reform
as well as banking reform. Kyrgyzstan has recently become a member of the World
Trade Organization. Both have embarked upon serious fiscal and land reforms.

In contrast, comparatively little economic reform has been accomplished in the other
three countries. In Turkmenistan and Uzbekistan, USAID technical advice has been
largely without effect, as neither government has been willing to embrace economic
restructuring.  In Tajikistan, chronic political instability has severely limited
USAID’s ability to provide assistance. In these three countries, USAID’s primary
impact has been to educate better future leaders through training and exchange
programs.

USAID has been most successful in building citizen organizations in each of the five
republics. Civil society, virtually unknown at independence, has grown and become
more sophisticated in all the countries. Literally, thousands of diverse citizen
organizations are now thriving. In Kyrgyzstan, they play increasingly vocal political
roles. USAID assistance has aso been important in sustaining independent
electronic media and improving legal skills of parliamentarians, judges, lawyers, and
legal associations in Kazakhstan, Kyrgyzstan, Uzbekistan and Tgjikistan.

USAID assistance has led to important results in revamping healthcare systems and
combating the threat of infectious disease. These include a sustainable model for
family healthcare, the adoption of new modern approaches to tuberculosis prevention
and improved national systems for the procurement of essential drugs. USAID’s
assistance has had an important role in the peace process in Tgjikistan through small

13 General Accounting Office Report to the Chairman, Committee on International Relations,
House of Representatives on U.S. Economic and Democratic Assistance to the Central Asian
Republics, August 1999, GAO/NSIAD-99-200.
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projects which reintegrate former combatants, enable communities to rebuild and
provide citizens with income and a stake in their country’'s future. On a regional
basis, USAID strives to reduce the potentia for conflict by strengthening regional
water and electrical power sharing agreements. USAID support has also facilitated
restructuring of the energy sector in several countries.

Close collaboration with other donors and U.S. agencies has been an essential
element in accomplishing results. USAID worked closely with Ambassadors and
other senior U.S. officials, and with multilateral donors such as the World Bank and
International Monetary Fund to encourage reform and change national policies. The
World Bank structural loans in privatization and fiscal policy, for example, have
often been designed with USAID assistance and reinforce U.S. policy dialogue and
in-country technical guidance and leadership. Often World Bank resources make it
possible for successful pilot activities developed by USAID to be replicated for a
broader audience. USAID’s strong on-the-ground technical capacity enables
governments to make better use of the loans from the World Bank and other donors.
There are a number of specialized donor and investor working groups that coordinate
donor efforts. These prevent overlap, conserve resources and ensure consistent
messages on priorities, issues and opportunities. Other U.S. Government agencies
such as the Centers for Disease Control, the Department of Energy, the National
Oceanic and Atmospheric Administration and the Treasury Department make high-
level domestic U.S. expertise available and foster important exchanges and
partnerships.

Close

collabor ation
with other donors
and U.S. agencies
has been
essential.

In Central Asia, information, training, exchanges and Increased training opportunities

partnerships are particularly important to overcome
centuries of isolation. These programs reach those 3500 7
individuals who are currently implementing change—

be they public officials, professionals, business 3000
leaders, or citizen activisss—and in the less

progressive countries, help inspire those who will 2500
become tomorrow’s reformers. Last year, the number

of participants trained through USAID in Central Asia
was over half of the total trained in the entire E&E

region.14 Since 1993, over 11,000 Central Asian
decison-makers, professionals and citizens have

No. of participants
(=Y
a1
o
o

participated in USAID training and exchanges. 1000

Thirty-four percent of the participants were women. ~

Dozens of USAID-nominated counterparts have 500 1 N N

benefited from the State Department’s International .

Vistors (IV) Progran and ACTR/ACCELS 0 : —_—— =
administered human resources de\/QIopment programs. 1994 1995 1996 1997 1998 1999
Many of those who participated in USAID or other

U.S. government training or exchanges have gone on US-based Training _e————

to fill national leadership roles. Training in the Region

Source: USAID Global Training for Development Project

% nthe1999 Fiscal Y ear, 4,288 participants trained through USAID’ s Global Training for
Development; 2,225 came from Central Asia. U.S Government Assistance to and
Cooperative Activities with the New Independent Sates of the Former Soviet Union, FY1999
Annual Report, Pg. 177, SINIS, January 2000.
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Initially USAID-funded exchanges and training were primarily held in the United
States, to provide new leaders with an opportunity to observe Western economic and
democratic systems. Training programs at U.S. universities introduced fundamental
concepts in economics and political science. This approach, and complementary
Public Diplomacy exchanges, remain particularly beneficial for participants from
Tajikistan, Turkmenistan and Uzbekistan, where reform has stalled and USAID must
cultivate future leaders. Increasingly, however, USAID-supported training is
conducted within Central Asia and in third countries, which are further along in their
transition. The priority in training has shifted to providing officials, professionals and
citizen leaders with both the practical skills they need to manage and implement
change, as well as new attitudes and values. The cost savings from the regional
approach make it possible to train many more participants as well as help local
institutions become regional centers of excellence.

Exchanges and partnerships have been carried out with a range of collaborators:
private organizations, government agencies and universities. The partnership
between the city of Richmond, Virginia Emergency Medical Services and Ashgabat,
Turkmenistan addressed emergency healthcare. It introduced hands-on and
participatory health training approaches, which continue to be used by the Turkmen
director in his new position directing national substance abuse programs. A USAID-
financed partnership with the League of Women and local NGOs in Kazakhstan
helped open up and improve the electoral process and encourage more women to run
as candidates. In Kyrgyzstan, partnerships between the University of Kansas City
Medical Center and the Kyrgyz Ministry of Hedth, and between the University of
Nevada School of Medicine and the Kyrgyz National Academy strengthen the
institutions responsible for quality healthcare. A beautiful Tgjik teahouse in Boulder,
Colorado reflects the value Dushanbe places on its sister city relationship and the
sustained health partnership the two cities have. In Uzbekistan, a new partnership
planned with Israglis will provide the Russian-speaking experts necessary to
strengthen the nursing profession.

New Program Directions

M ore than elsewhere in the newly independent Eurasian countries,
early expectations about the pace of change possible in Central Asia

Training,
exchanges and
partner ships have
been fundamental
to USAID efforts.

“Transition
cannot be
legislated,
decreed, or in
some other way
imposed from
above. People
need...tobein
thedriver’s seat.”

— Joseph Stiglitz, 1999

Planned FY 2001 Expenditures

were naive and unrealistic. With the benefit of experience and greater Training and

realism, USAID’s new assistance strategy shifts focus and emphasis. The Exchanges

most important change is the increased emphasis on individuals, He:::: Economic
communities and the institutions that nurture and serve them. This shift 20% Restructuring

reflects the findings from evaluations and surveys,™ here and across the
former Soviet Union, that the human costs of transition have been
seriously underestimated. The benefits of reform have not reached the

43%

Democratic .
Transition Environment,

average citizen. As Joseph Stiglitz noted in his paper Whither Reform, 19% including

“The social and organizational capital needed for the transition cannot be
legidlated, decreed, or in some other way imposed from above. People

3 1n 1999, USAID/CAR carried out 21 evaluations and assessments to provide an empirical
base for the development of the strategy.
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need to take an active and constructive role in their self-transformation...they need to
be in the driver's seat.”'® The revised approach reflects this need to involve the
public in their own destinies.

The new strategy is more readlistic about what is possible and what is required to
bring about change. It is more selective about the assistance provided to each
country—Iless centered on technical practice and more devoted to improving public
knowledge and changing attitudes and values. And findly, the new strategy
emphasizes a longer term perspective: stressing fundamentals; focusing on basic
sociopolitical issues; and designing ways to build relationships and partnerships
between these new nations, their citizens and the world community. The need to
build a constituency for reform across the board, in health, democracy, and enterprise
development programs, is fundamental.

These broad changes in overall program direction, as well as the specific shifts made
in each Strategic Objective, stem from the hard lessons learned from eight years of
development experience in the region as documented in evauations and the
assessments of progress, opportunities and constraints in each country. The resulting
strategy reflects the considerable differences among these nations and is grounded in
the effectiveness of past U.S. assstance. USAID’s assistance objectives for each
country support the policy priorities of the U.S. Ambassadors. Furthermore,
assistance levels set by the U.S. NIS Coordinator, with USAID input, are based on
the governments willingness to undertake reform and the opportunities that exist
outside of the government—such as in NGO development. In the two non-reforming
countries, Turkmenistan and Uzbekistan, USAID assistance will mitigate
authoritarianism and statist policies, and build for the future by providing people and
organizations—especialy the next generation—with the tools to create change. In
Tajikistan, USAID will help a divided society to mend and create a basis for stability
and development. In Kazakhstan and Kyrgyzstan, USAID will build on successes by
deepening reform where USAID’s partners and stakeholders support change. These
areas include expanding private enterprise, reforming fiscal management and the
health sector, strengthening civil society and local governance, and improving natural
resource management.

USAID’s goal is to expand opportunities for citizens to improve their governance,
livelihoods and quality of life. Building on USAID’s recent achievements, and
responding to citizens most critical needs, this goal will be pursued through four
core Strategic Objectives in each country. The four objectives are:

Improved Environment for the Growth of Small and Medium Enterprises in
Targeted Areas

Strengthened Democratic Culture among Citizens and Target Institutions
Increased Access to Quality Health Care in Select Populations Improved
Management of Critical Natural Resources including Energy

16 Joseph E. Stiglitz, “Whither Reform? Ten Y ears of the Transition,” pg. 9, World Bank,
Annual Bank Conference on Development Economics, April 28-30, 1999.
" EBRD Transition Report 1999, pg. 4
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Each reflects the need to foster change which directly benefits citizens. There is also
greater realism about what can be achieved within the relatively short period of the
strategy and what is within USAID’ s manageable and measurable interest.

The Small and Medium Enterprise objective focuses on economic reform to create a
freer marketplace where micro-, small- and medium-sized enterprises can thrive,
grow and compete. This critical sector is underdeveloped in Central Asia and held
back by a lack of financial sector responsiveness, business knowledge, and an
unfavorable legal, regulatory and business environment.  This shift in focus is
consstent with the recent Europe & Eurasa (E&E) Bureau's Enterprise
Development Strategy that notes, “ priority is given to micro-, small- and medium-
sized businesses because they provide the best solution for job-creation, income
generation and economic growth.”* This objective also contributes to important
goals in citizen empowerment and support for reform. Again, as the Enterprise
Development Strategy explains, “newly found political freedom can only be
sustained as long as common citizens can be assured that they have viable
opportunities for employment and investment and the right to private ownership.”®

The second objective, Srengthened Democratic Culture among Citizens and Target
Ingtitutions, reflects the need for USAID to shift from an emphasis on formal systems
to the broader issue of building an active constituency for democracy. The governing
elite do not wish to change the current political systems, and citizens are generaly
too passive and cynical to do anything about it. Clearly, establishment of democracy
in the region requires fundamental changes. Citizens need to become aware of the
possibilities and benefits for change before popular demand for change will grow.
Assistance will be directed at sustainable organizations and
institutions that promote dialogue between citizens and all levels
of government, and empower and inform citizens.

The third objective, Increased Access to Quality Primary Health Tajikistan
Care in Select Populations, is directed at the deteriorating social
conditions in Central Asia and builds upon USAID’s successful Kyrgyzstan

efforts in the health sector. In Kyrgyzstan, for example, USAID
has developed a sustainable approach to providing basic
healthcare for families and addressing the serious resurgence of

Kazakhstan

“SMEs...areakey
sour ce of growth
and innovation...
By bringing
capitalism “ close
to the people” —
into their

neighbor hoods
and homes—they
are at the heart of
the economic,
political and social
transition.” *®

— EBRD, 1999

Opinions on Electoral Participation

infectious diseases such as tuberculosis and hepatitis in the 0%
region. The 1999 Kazakhstan Demographic and Health Survey
found that there had been a significant increase in infant
mortality rate (IMR) since 1995. The IMR is important because
it is a good indicative measure of the overal health of the total
population. Since Kazakhstan has the highest standard of living
in Central Asia, a sharp increase in the IMR here has
serious implications for the whole region. This is
consistent with the findings from USAID/CAR'’s extensive health reviews in 1999.
These stressed the importance of bringing modern primary health care to
communities and combating the quickly growing threats of major infectious diseases,
acute respiratory infections, tuberculosis, HIV/AIDS, and hepatitis.

18 EBRD, Transition Report, 1999, pg. 10
19 USAID Enterprise Development Srategy, USAID, Washington, D.C. Winter 1999, pg. i.
20 .

Ibid.
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USAID/CAR RESULTS FRAMEWORK

VISION

Stable, plurdigtic development in Central Asa

GOAL

Expand the opportunities for the citizens to improve their governance, livelihoods, and quality of life

Kazakhgtan & Kyrgyzstan

Kazakhstan, Kyrgyzstan, Uzbekistan, Tajikistan, Turkmenistan

S.0.2.3. More S.0.1.2. S.0.3.2. S.0.1.6. Improved S.0.1.3. Improved S.0. 2.1
effective, Increased Increased access to management of environment for the Strengthened
responsive and soundness of tax | quality primary health critical natural growth of small- democratic culture
accountable local | & budget policies care for select resources, including medium enterprises among citizens and

governance and populations. energy target institutions
administration Indicators:
Indicators: new Indicators: tax | |ndicators: % of Indicators: inspections; business Indicators: surveys
authorities; revenue; . . successful modds lending; advo! of groups for civic
public forums; expenditure ngELonal pop:ulatlon adopted groupg o consciousness and
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Y

Program Principles:

Increase knowledge and information

Link macro-level policy reforms with on-
ground demonstrations

Focus on critical groups, sub-regions and
localities

Foster intra-regional dialogue, exchanges,
and networks

Seek complementarities and sy nergies

Crosscutting Objectives:

& Reducing corrupt
practices

& Addressing gender
issues

& Mitigating potential fo
conflict
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The fourth objective, Improved Management of Critical Natural Resources including
Energy, focuses on demonstrating best practices for the critical water and energy
resources of Central Asa. It redresses the severe environmental consequences of
misusing these resources over the past 70 years as well as mitigates the potential for
conflict over these resources. This objective builds upon USAID’s previous
successes in national and regional arenas. It will feature practical changes in natural
resource management at alocal level that will be replicated with other donor support.
This provides governments and citizens with demonstrable pragmatic and economic
approaches to improve their own lives and protect the environment.

There are two additional Strategic Objectives specific only to Kazakhstan and
Kyrgyzstan, where there is a greater commitment to reform and improved
governance.

Increased Soundness of Tax and Budget Policies and Administration in Selected
Sectors
More Effective and Accountable Local Governance in Targeted Areas

Increased Soundness of Tax and Budget Policies builds on achievements in fiscal
policy and administration established with USAID, World Bank and IMF assistance
that are central to national stability and growth. Further improvements in fiscal
policy and management are needed so that national budgets more fully reflect the
economic and social priorities of the public. Fiscal mismanagement is exacerbated
by the inadequate payment of taxes by citizens and inefficiencies in tax collection
and management of revenues. These enable corruption through ineffective controls
and monitoring systems.

The second country-specific objective, More Effective and Accountable Local
Governance, is a high-risk but critical undertaking. Local government is at the heart
of implementation of political, economic and socia reform. Most of the objectives
that USAID supports depend on local government becoming more effective,
responsive and accountable. In both Kazakhstan and Kyrgyzstan, initial efforts and
the leaderships policy pronouncements indicate an important opportunity to build
real local governance. USAID’s track record elsewhere makes this an area of
comparative advantage.

These six Strategic Objectives will be supplemented by cross-cutting efforts to
reduce three pernicious problems in the region that affects work in al categories:
corruption, gender bias and potential for conflict.

Recent testimony by Deputy Assistant Secretary of State Robert Boone highlighted
the threat posed by corruption. In his statement before the Commission on Security
and Cooperation in Europe, he stated that “in Central Asia organized crime and
official corruption are serious and growing problems... As is often the case in states
in economic and political transition, high-level corruption abets organized criminal
activities. Law enforcement officials have had limited success in their efforts to
combat organized crime and officia corruption. The strength of the criminal
organizations in terms of numbers, resources, and political support has overwhelmed
the mostly under-funded, under-equipped and poorly motivated law enforcement

# Assessing Aid: A World Bank Policy Research Report, pg. 75
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agencies. Authorities in the five Central Asian nations are still working to develop
adequate laws to deal with crime... We consider the promotion of a culture of
transparency as a key objective of our bilateral technical assistance programs in the
Central Asian states”” Three of the countries—Kazakhstan, Kyrgyzstan, and
Uzbekistan—were listed among the most corrupt nations in a 1999 Transparency
International’s study on the prevalence of bribes.?® Reducing corrupt practices in
Central Asia is made more difficult by the lack of support for such change among
senior government officials. In work with small businesses and local government,
USAID will reduce opportunities for rent-seeking, push to make local and national
government regulations transparent, and strengthen planning and monitoring of local
public budgets. It is essential that media and civic organizations press for clean
government and expose corrupt practices.

In heathcare, USAID has diminished opportunities for corruption by creating
physician payment systems based on open enrollment and reimbursement for specific
services. These programs are strengthened by the establishment of standards of
medical practice, peer oversight and the use of customer satisfaction surveys.
USAID will introduce international standards for drug procurement and national
management standards. More generally, USAID encourages the governments to hold
public hearings and publish regulations and fee schedules. These are all small but
important steps in what will surely be a long transformation process to change
centuries-old ways of doing business.

Reducing gender bias is important in Central Asia where centuries of Asian and
Idamic tradition still hold sway. As USAID focuses its strategy on citizens, greater
attention is paid to the inequitable opportunities for men and women to earn income,
participate in civil society, protect their health and deal with the consequences of
energy and environmental management. Women have benefited significantly from
programs such as micro-credit and organizational development. But in-house
analysis and studies such as the UNICEF Women in Transition report show that
Central Asian women bear the brunt of problems in a transition period marred by
increasing unemployment, alcoholism, sexually transmitted diseases and domestic
violence. The situation for women is made more difficult by a lack of awareness
among the general population of political, economic, or social rights. Increased
emphasis will be placed on ensuring that information is more available to both
women and men, especially information concerning human, health, and economic
rights. To guarantee attention to this problem, USAID/CAR established a Gender
Issues Team last year, which monitors progress and ensures that full attention is
devoted to gender equity issues.

USAID will seek to reduce the potential for conflict at two levels. At the regional
level, USAID efforts will fortify the ingtitutions and systems designed to peacefully

22 Statement of Rob Boone, Deputy Assistant Secretary of State, Bureau for International
Narcotics and Law Enforcement Affairs, before the Commission on Security and Cooperation
in Europe, March 23, 2000.

2 | n the study, interviewers asked leading exporters how likely it was that companies would
pay bribesto senior officials to obtain business. Out of the 99 countries included in the study,
Uzbekistan was ranked 94", Kyrgyzstan 87" and Kazakhstan 84" among those where
bribery was perceived to be most common. “1999 Bribe Payers Index” and “1999 Corruption
Perception Index,” Transparency International.
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resolve energy and water disputes. USAID’s broad regional training and exchanges
fosters dialogue among decision-makers and professionals of the various countries
and improves intra-regional and inter-ethnic understanding. At the bilatera level,
USAID works with local governments and citizen groups to improve mutual
understanding and create channels for dialogue and dissent. And most importantly,
USAID focuses on activities which benefit citizens, thus helping to rebuild
confidence and hope for the future. The Ferghana Valley, apportioned asit is among
three countries, is a particular focus.

Finally, because the potential for natural and manmade disasters is great within the
region, USAID is developing an internal crisis contingency team with links to
USAID/BHR and Department of Defense to maintain an in-house rapid response
capacity to disasters.

To maximize the effectiveness, impact, and relevance of assistance, USAID
implementation of its objectives is guided by the following five program principles:

Increase knowledge and information flows among citizens, especially youth
Link macro-level policy reforms with on-the-ground demonstrations

Focus on critical groups, sub-regions and localities

Foster intra-regional dialogue, exchange and networks among citizenry
Seek complementarities and synergies with other assistance or investments

One of the greatest challenges in Central Asia is increasing knowledge and making
information more available. There is a critical need to continue to support
independent sources of information—such as libraries, resource centers and the
media—and develop alternative information sources and institutions, in order to
foster a plurality of voices. While the greatest need may be in democracy-building,
where citizens are unaware of their rights and options, the need is dire across the
board. Business people lack information on markets, resources and the commercial
legal framework. This makes them easy prey for corrupt officials. Families lack the
information they need to make changes in their lifestyles and protect their
environment and health. Bringing about change in Central Asia will be a long-term
task. It isimportant to make investments in critical areas such as economic and civic
education, especialy for youth. Increasingly, USAID’s assistance is directed not
only at transferring techniques and practices, but also at changing values and
attitudes.

Linking macro-level policy reforms with on-the-ground demonstrations has proven
very important. Repeatedly, USAID has seen successful models developed and
tested at the local level, replicated and repeated on a national or regiona basis by
host country governments with resources of the host country and other donors. For
example, in Kyrgyzstan, successful primary healthcare pilot programs led to the
subsequent adoption of this approach nation-wide. Currently, more than 40% of the
population of Kyrgyzstan receives better healthcare through the primary healthcare
practices. USAID is snifting the balance of assistance from central governments to
citizens and other non-governmental organizations—from work at the macro-level to
the implementation of reform at the local level. This approach demonstrates that

2 Partners In Transition: Lessons for the Next Decade, October 1999, pg. 35
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change can directly benefit individuals, increase their opportunities for income and
adequate public services and give citizens a voice in their communities and local
governments.

Whenever it is possible to concentrate USAID efforts, and those of other U.S.
government and donor organizations, at appropriate localities or regions, USAID will
do so; good local partners and sufficient resources make the efforts more effective.
Change is more likely whenever citizens and local officials have a shared interest in
better services and an improved climate for businesses and the job market. A local
focus serves to consolidate resources, discover synergies between programs, apply
policies and principles enacted at the nationa level, all with an eye to concretely
improving the lives of citizens. The results of such a concentrated approach have
become apparent in Atyrau, Kazakhstan, where USAID has a partnership with U.S.
companies and other donors. Regional approaches also make it possible to target
programs to meet the needs of residents of “hot spot” locales where the potential for
conflict is the greatest—such as the Ferghana Valley.

Intra-regiona dialogue is essential among the ethnically diverse and proud new
nations of Central Asia. To promote this kind of dialogue, USAID/CAR emphasizes
regional training to facilitate the sharing of information across borders and the
development of lasting regional professional bonds. These intra-regiona dialogues
are vital at a time when governments are all too eager to sacrifice regional
cooperation and assert their sovereignty. USAID/CAR aso made specia efforts to
ensure that Central Asiawas well represented at international fora such as the USAID
Lessons in Transition Conference in Warsaw and the White House-initiated Vital
Voices conference in Istanbul. These fora provide specia opportunities for
participants to build networks with their counterparts from Centra Asia and other
NIS and CEE countries.

USAID/CAR will seek out increasing complementarities and synergies with other
U.S. agencies, multilateral and other development organizations and between
Strategic Objectives. The new strategy builds upon previous cooperation with Public
Diplomacy and Peace Corps, the World Bank, OSCE, EU/TACIS and the UNDP.
The World Bank has supported USAID models through loans to replicate successful
models to other oblasts or countries. USAID has worked with other donors to
achieve common goals and has provided support to take advantage of another
organization's expertise or comparative advantage. Throughout the strategy, the
complementarities and synergies are discussed. For example, to improve healthcare,
local governments must manage their health resources and budgets better. Criteria
for the selection of environmental demonstration projects are the promotion of the
involvement of non-governmental organizations, and contribution to the livelihoods
of local residents.

USAID/CAR has streamlined its assistance strategy by reducing the number of
Strategic Objectives from thirty-two to six, while sharpening focus and selectivity
within each country, to maximize returns on investments. As a full mission,
USAID/CAR will continue to use its full array of operational and technical resources
to improve oversight of activities and dialogue with local institutions and partners.

% U.S. Government Assistance to and Cooperative Activities with the New Independent
States of the Former Soviet Union. FY 1999 Annual Report, pg. 3
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Local, indigenous organizations have lower costs than international firms. Their use
also fosters the development of host country capacities.

The political and economic realities of each country dictate what USAID is able to
achieve and what types of USAID’s assistance will be most effective.  While the
similarities among countries on the larger issues of government control, the private
sector, and social conditions make it possible to learn regionally and realize gains
through regional approaches in training and problem solving, this knowledge must be
applied bilateraly to ensure that USAID's assistance always reflects the
sociopolitical realities and opportunities in each country.  Assistance must build on
regional factors, respond to specific country priorities and be flexible enough to
respond quickly to new opportunities for effective intervention.

To ensure compliance with Sections 117/199 of the Foreign Assistance Act,
USAID/CAR has undertaken biodiversity baseline studies. Mission actions will be
determined by the final report.

Kazakhstan

azakhstan, the ninth largest country in the world, has rich reserves of coal, olil

and natural gas as well as gold, copper and chromium. Its location makes it key
to geopolitics in Central Asa. However, lack of East-West transport routes and
relative isolation due to long dominance by Russia and the newness of its nationhood
have severely limited Kazakhstan's access to the world and international markets.
The nation’s relationship with Russia is important because of a lengthy shared border
and a large Slavic minority.  Its long border with China, which also divides the
Uighur ethnic minority, is also important.

The United States has a strong interest in promoting Kazakhstan's sovereignty and
independence. The country continues to enjoy a special bilateral relationship with
the U.S. because of its record of cooperation on non-proliferation, as well as large
U.S. investments and Kazakhstan's environmental initiatives. It has received the
greatest share of U.S. assistance in the region. Unfortunately, there was a setback in
the relationship in 1999, due to the government’s control of elections and military
sales to a rogue state. Nevertheless, Kazakhstan's leadership has demonstrated
commitment to an open economy, financial reforms, civil society, health reform and
environmental policy. The December 1999 Joint Commission meetings with U.S.
Vice President Gore resolved important foreign policy issues and led to agreements
on increased joint efforts to mitigate global climate change, protect the Caspian Sea,
control infectious diseases and promote small business development. The visit in
April 2000 by Secretary of State Albright will further the bilateral relationship.

Kazakhstan has taken significant steps in economic restructuring since independence.
Good monetary and fiscal policy has resulted in fully convertible currency and a
growing economy despite the setbacks of the Russian and Asian economic crises.
The government has successfully privatized small and medium-sized firms and most
large-scale industries. It is advancing well in infrastructure privatization, and has a

% Assessing Aid: A World Bank Policy Research Report, pg. 2
2" Mancur Olson, Power and Prosperity, pg. 1.

22

“Financial aid
wor ks in a good
policy

environment.”?

“If asociety isto
achieveits
highest possible
income, the
Incentives must
not only be clear
but must induce
firmsand
individualsin the
economy to
interact in a
socially efficient
way.” %

- Mancur Olson, 1999



USAIDs Assistance Strategy for Central Asia 2001 - 2005

lively and growing stock market. By reducing public spending, wage and pension
arrears, and its budget deficit, the government was able to obtain IMF approval for a
$453 million Extended Fund Facility in December 1999, although at some cost to the
social sector. Pension reforms have made a successful start: individual contributions
have aready reached US $350 million. The share of private investment funds
progressively increased to approximately 30% by mid-1999.

The greatest economic challenges facing Kazakhstan are extensive corruption and
lack of businesses other than extractive industries that can compete both domestically
and internationally. While the mineral sector is important, it will never be sufficient
to sustain the current population at a reasonable standard of living. Kazakhstan also
needs to further privatize large enterprises and improve its treatment of investors, as
foreign and domestic investments are needed for a vibrant economy.

While there have been considerable gains over the long-term in the growth of civil
society and citizen participation, political and electoral reform remains a serious
problem. The January 1999 Presidential election fell far short of commitments to
OSCE. While the October 1999 parliamentary elections were judged to be an
improvement, they also did not fully meet Kazakhstan's OSCE commitments.
Political competition is limited and no one can challenge the leadership.

Since 1992, the U.S. has provided approximately $650 million in assistance, $290
million, was through USAID. The greatest share of USAID’s assistance has been
directed at economic reform, successfully encouraging privatization, improving fiscal
policy, strengthening the banking sector, creating a stock market and more generally
leading to regulatory reform. USAID has helped Kazakhstan reform commercial law
and move toward World Trade Organization (WTO) accession. USAID helped
creste a private pension system, which has had greater first year returns and
participation than that of comparable Latin American systems. With USAID’s help,
Kazakhstan leads NIS countries in accounting reform. USAID is now providing
substantial support for micro-enterprise development; many of the participants are
women traders.

USAID democracy programs, while including legislation and electoral reform, have
focused on citizen participation. USAID assistance has helped to build a strong NGO
movement where none existed at independence. Assistance to citizen groups has
concentrated on building organizations, but now will shift to public policy advocacy
and socia partnerships between NGOs, government mass media and private
business. Citizen groups have become increasingly vocal on critical socia issues
such as payment of arrears and land privatization, and participate more in the
legidative process. Independent electronic media have received support, athough
this continues to be a troublesome area. 1n 1998, USAID initiated a new program to
make local governments more effective, responsive and accountable. The central
government increasingly delegates responsibility for service delivery to local
governments, without allotting the requisite resources, authorities and training.

Healthcare has been an important and successful area of assistance and partnership.
USAID helped pilot family group practices and privatize the state-owned
pharmaceutical distribution and retail system. USAID has contributed significantly

% Francis Fukuyama, “ The Great Disruption”, Atlantic Monthly, May 1999.
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to women's health by making modern methods of contraception an alternative to
abortion. The USAID-financed 1999 Demographic and Health Survey showed a
substantial decline in the general abortion rate from 1995 as use of voluntary family
planning increased. The face of basic healthcare has begun to transform, as USAID
introduced the family group practice structure, which provides an affordable
aternative to Soviet ingtitutional healthcare. Families can go to a single clinic or
physician for their entire basic healthcare needs, rather than a series of specialty-
based hospitals and clinics. Open enrollment provides patients with a choice in
healthcare, and benefits those physicians who provide high-quality patient care.
USAID partners work closely with the government and other donors to address the
resurgence of serious infectious diseases such as tuberculosis (TB) and hepatitis.
International aid and partnerships have enabled the government to improve TB
prevention and treatment and strengthen laboratory diagnosis.

The U.S. also provides significant assistance in energy and water management,
including greenhouse gas emissions, climate, and the regulation of oil and gas
resources. The new strategy gives highest priority for assistance to enterprise growth;
civil society and information dissemination; improved healthcare; and environmental
management. Secondary objectives are local government and fiscal reform. For
enterprise growth, the focus will be on improving the business environment and
business-related education, tax and budgetary reform, and financial mechanisms such
as insurance, mortgages and micro-credit. In civil society programs, there will be
greater emphasis on the sustainability of civic organizations while continuing to
strengthen citizen advocacy. As part of the new emphasis on democratic culture,
more attention will be paid to information dissemination and civic education,
especialy for youth. USAID will continue to help make basic hedthcare better,
more widely available, and financially viable. A special effort will be made to
increase the knowledge of health providers and patients, particularly about preventive
healthcare, infectious diseases and reproductive health.

Environmental efforts will be directed at increasing citizen participation in key
decisions, building the capacity of local governments to manage environmental issues
and improving the national policy framework. Energy efficiency, regional concerns
such as the Syr Darya river, and the impacts of oil and gas development on the
Caspian Sea are also assistance areas. There will be more effort concentrated on
specific localities such as Atyrau and Southern Kazakhstan. USAID generally will
not provide assistance to manipulative national-level electoral and anticorruption
efforts, and will phase out assistance for legal reform, central banking, the stock
market, privatization of the energy and agricultural sectors, and state-controlled
institutions.

Kyrgyzstan

yrgyzstan, although small and remote, borders China and three of the other new
nations of Centra Asia. It has control of critical water and hydroelectric
resources for the region. Its mountainous land area covers much of the upper
watershed of Central Asia, providing water to Kazakhstan and Uzbekistan. Aside
from Tajikistan, it is the poorest country in the region. It has an overwhelming
foreign debt burden and few industrial or commercial resources. Mountains divide

% « Resisting Drugs, TB Spreads Fast in the West,” New York Times, March 24, 2000.
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the country geographically into two isolated
halves. The southern half has a mgjority Uzbek
population.

USAID Assistance per Capita

$7.00

Kyrgyzstan is unique in Central Asiain its pursuit  $5.00

of both political and economic reform in tandem. ~ $4.00

In late 1998, Kyrgyzstan became the first NIS 22'88,

country to join the WTO. It continuesto maintain ~ $1.00

$0.00 | l] lj - ml

one of the most liberal trade regimes in the region

and has a convertible currency. Despite negative S S S
impacts from the Asian-Russian financial crisis, 5° & &\é & o
the economy till managed to grow in 1999. The @ & < §©
Fisca Year 2000 Foreign  Assstance <

Appropriations Act called for specia attention and
support to Kyrgyzstan for its progress in reform.
At the Lessons in Transition conference in
Warsaw in 1999, Kyrgyz hedth reforms were recognized as the most outstanding
social sector reform of the decade in Eastern Europe and Eurasia, and were presented
with an award by the First Lady, Hillary Clinton. Kyrgyzstan receives higher
assistance per capita than any country in the region. U.S. assistance since 1992 has
totaled $448 million, including $158 million in USAID assistance. The visit in April
2000 by Secretary of State Albright will further the bilateral relationship.

USAID's democracy assistance has increased citizen participation in the political
process. It has contributed to the electoral reforms in the October 1999 local
elections. The March 2000 parliamentary elections were disappointing and not in
compliance with international and OSCE election standards. Although there was
intense political competition, early tolerance for opposition candidates was reversed
through central government intervention. Nevertheless, Kyrgyzstan's new NGOs
united and participated actively, with many domestic observers and a spate of
political protests following the elections.

Two of Kyrgyzstan's greatest handicaps are a weak, corrupt government and lack of
a strong economic base and markets. Corruption dramatically undermines the ability
of the weak government to implement economic reforms that can stimulate business
and export growth. The bigger challenge may be time and citizens patience.
Kyrgyzstan is beginning from such a low economic base, with so little natura
resources and market access, that it is unlikely to develop a reasonably strong
economy for several decades. The danger is that the public will become
disenchanted, and undo the many fledgling reforms already initiated. Y et, without
solid changes such as implementation of commercia law, streamlined regulatory
requirements, and privatization of energy, the economy has few prospects for
preventing the standard of living from falling further. Additionally, ethnic tensions
in the south between Kyrgyz and Uzbeks over access to land and water threaten both
national and regional security.

USAID assistance has been broad. It has included help with fiscal reform, private
enterprise, the financial sector, lega reform, elections and civil society, local
government and health. The new strategy will continue to give priority to economic

% Mancur Olson, Power and Prosperity, pg. ix.
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development and democratic reform. Assistance will be more focused on direct
impact on people and communities, particularly in the south. Economic assistance,
for example, will devote less attention to macro-economic reform management and
more to enterprise development, business training, and land privatization, which
immediately benefit citizens.

Democracy assistance will concentrate on the Presidential election scheduled for later
this year, civic advocacy, local government and increased information dissemination,
especialy regarding corruption. Hedthcare efforts remain important, with a
continuing emphasis on infectious disease control and replication of the successful
primary healthcare model pioneered with USAID assistance.  Kyrgyzstan's
leadership in health reform has benefited the whole region through dialogue,
exchange, and training. Equally important is USAID assistance in regional water and
energy resource management. During the strategy period, USAID will phase out
assistance to the stock exchange, WTO accession, banking, and pension reform.

Uzbekistan

zbekistan is situated in the geographic heart of Centra Asia, bordered by the W -

four other Central Asian countries, as well as Afghanistan. It is the region’s most In difficult
populous, economically endowed and militarily powerful country. Uzbekistan environments,
gained economically from the Soviet Union and inherited a domestic economy and effective
infrastructure minimally affected by its collapse—much less so than Kazakhstan and . .
Kyrgyzstan. assistance | S_

mor e about ideas

Nevertheless, each year since independence the economy and infrastructure has than money or
declined and will continue to do so for the foreseeable future without economic pI’Oj ects.” 31

reform and new investment. Its authoritarian politics and state-controlled economy
have stymied any transition, contributed to human rights violations and limited
foreign investment. Despite significant agricultural, manufacturing, energy and
mineral resources and potential, economic growth is held back by state ownership
and extraction through excessive currency trade and business controls. Trade and
foreign exchange restrictions shelter corruption and non-competitive industry and
discourage enterprise and foreign investment. Social benefits from the state remain
substantial. The repression of dissent and Islamic organizations and potential ethnic
rivalries, combined with the lack of viable channels of expression and an absence of
economic growth, could prove explosive.

U.S. assistance since 1992 has totaled $193 million; this includes $103 million
through USAID. In the past strategic period, USAID concentrated assistance on fiscal
and capital market reform, private enterprise and banking, citizen participation and
health. The continued failure of the government to embrace macro-economic
reforms and move toward a convertible currency, combined with overall reductions
in USAID funding, has led to phasing out of almost all assistance for economic
restructuring.  Support for health will remain substantial due to host country
commitment and direct benefits to citizens. Assistance to expand civil society and
micro-enterprise will increase. The visit in April 2000 by Secretary of State Albright
will further the bilateral relationship.

3 Assessing Aid: A World Bank Policy Research Report, pg. 104
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The new strategy gives highest priority to primary hedthcare, economics and
business training and micro-credit, civic education and civil society, and water
resources management. Assistance will primarily concentrate in two selected
subregions, Ferghana Valley and Karakalpakstan, where the political environment is
more receptive to change, and financial needs and potential for conflict greatest.
Health efforts will feature decentralization, quality of primary care, informed
communities, alocation of healthcare resources and legidative policies. To expand
opportunities for income, USAID assistance will help create employment through
increased access to and use of credit, including micro-credit, reduced constraints on
businesses, and the empowerment of women. The emphasis in civil society will be
on information dissemination, civic education, and more active and sustainable
citizen groups. In water resources management, priority will be given to efficiency,
rational alocation, access to accurate data and regional agreements. USAID will not
provide assistance for economic and financial reform, energy restructuring, elections
or any state-controlled ingtitutions unless Uzbekistan changes its current
macropolicies.

Tajikistan

Tajikistan is the poorest and most disadvantaged of the new states of Central Asian
states and the most affected by Afghanistan. Ethnic, economic and ideological
strains led to five years of destructive civil war and major population displacements.
The 1997 Peace Accord and its successful if halting implementation opened a new
phase in Tajikistan's short history. Nevertheless, the nation remains isolated and
vulnerable as a transit point for radicalism, narcotics, arms, and international
organized crime due to corruption and lack of rule of law.

Security and political stability is critical for economic reform and growth.
Tajikistan's leadership appears willing to move forward economically, but it must
resolve its chronic political and security problems. National leaders are committed to
economic reforms and are ready to make the most of the country’s limited resource
base and geographically disadvantageous location. Although there has been a post-
conflict burst of economic activity, the economy will take decades to reach sustained
robust growth.

Stabilization has improved real incomes but poverty remains severe. An estimated
85% of the predominantly rural population lives below the poverty line and can not
purchase basic food supplies. Although flawed, the February 1999 parliamentary
elections resulted in increased representation of opposition parties and independents.
Parliament is now a potentialy viable institution for public debate and warrants
support.

U.S. assistance since 1992 has totaled $253 million, mostly humanitarian, and
included $58 million in USAID assistance. For the past severa years, the ongoing
conflict and insecurity has limited the types of assistance USAID could provide.
While the Embassy and USAID offices remain open with local (FSN) staff, all
officidl  Americans including the Ambassador reside in Almaty, Kazakhstan.
USAID’s small development grants have paid off, with support to almost a quarter of
a million Taiks and more than 300 community groups, helping community,
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reintegrating former combatants and improving livelihoods. Through this effort the
U.S. contributed substantially to the peace process, reconciliation and national
rebuilding.

USAID will now shift from humanitarian assistance towards longer-term efforts to
support enterprise growth, civil society, improved heathcare, and civics and
economics education. Donor collaboration is excellent. USAID will continue
important partnerships with UN Agencies and other grantees such as the Aga Khan
Foundation, Eurasia Foundation, Mercy Corps International, United Methodist
Committee on Relief and Soros Foundation, who have the flexibility to work within
the country. As it becomes feasible, USAID may increase support in primary health
care, economic and business education, and commercia law, athough technical
assistance will remain limited.

Turkmenistan

Turkmenistan possesses large natural gas resources as well as important oil
reserves. The country’s borders with Iran, Afghanistan, and the Caspian Sea play
a critical role in its development and resources. Turkmenistan lies far from major
hard currency markets for oil and gas. Russia's control of northern oil and gas export
routes threatens Turkmenistan's independence and the ability in the longer term to
benefit from its resources. Similarly, its southern neighbors could either increase
Idamic influence in the region or the potential for chaos that afflicts Afghanistan and
Pakistan.

Turkmenistan's one-man leadership exercises firm control over a highly centralized
government and economic structure, with no freedom of the press and no tolerance
for opposition political parties.  There is little hope for growth without any
willingness to adopt economic or political reform. Natural gas exports will not be
enough to save a dysfunctional economic system, though they may allow the current
leadership to continue in power.

Eight years after independence, most Turkmen face worsening hardships caused in
large part by the current nationa policies. Turkmenistan is one of the few newly
independent nations where state control has not been reduced since the breakup of the
former Soviet Union. There has been little willingness to liberalize prices or free
domestic markets. State subsidies and price controls remain on a number of essential
goods, justified by the government as needed to maintain the public standard of
living. The state continues its monopoly position on the major agricultural crops,
cotton and wheat, subsidizing production inputs and paying farmers minimum
returns, well below world market levels. State enterprises still dominate the
economy, especidly in energy, agriculture, transportation and communications.
Efforts to privatize or even commercialize state-owned enterprises are frequently
reversed or otherwise discredited. The banking sector remains firmly state-
controlled; the practice of directed credits weakens the banking system. Lack of
access to foreign exchange continues to hinder the development of trade, foreign
investment and private Turkmen enterprises. The state-controlled economic
structures are not sustainable. Keeping the current system in place has led to
mounting foreign debt. The increasing amount of investment in non-productive

32 pAssessing Aid: A World Bank Policy Research Report, pg. 6
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ventures—such as presidential monuments and other questionable endeavors—adds
to an already precarious financial situation.

The degree of state control in political and social spheres of life continues to grow.
No political opposition is allowed and the political processes that do occur are tightly
controlled, aimed at consolidating the position of the ruling elite. Civic or
community organizations, which form the base of a dynamic civil society, are
discouraged. State-run heath and educational services continue to deteriorate,
largely because of minimal budgetary support. While there is no reliable national
data, general agreement by international observers is that the quality of life for
Turkmen citizens has continued to deteriorate since independence.

Nonetheless, some local groups and associations are increasingly willing to mobilize
their own scare resources to obtain vital services for their communities. Unable to
find remunerative public sector employment, citizens are increasingly seeking private
employment in small businesses. At regional and local levels, the government has
fewer resources to maintain social and economic controls, alongside greater
willingness to encourage families and communities to be responsible for their well-
being.

U.S. assistance to Turkmenistan since 1992, most of it humanitarian aid, has totaled
$176 million, which includes $44 million through USAID. USAID provided support
in health, privatization, fiscal reform, trade, and citizen participation. Because of the
government’s unwillingness to make basic economic and democratic reforms,
USAID assistance for economic restructuring is being phased out. USAID will
continue some assistance in the oil and gas regulation, small business and law,
increase assistance in health, and strengthen and support citizens organizations
wherever feasible. The latter will focus on “non-political” community mobilization
such as water user groups, social partnerships and professional associations. Health
efforts will feature clinical training, education in infectious disease control and
family practices. Business support and development will include continuing business
credit (CAAEF and micro-credits) and business education and training. USAID
efforts will concentrate on two locations. Dashowguz and Turkmenbashi.

Customers

I:or the past year, USAID/CAR has carried out an extensive participatory review
and evaluation process to develop a new assistance approach. This was guided by
two principles: (1) ensure participation and feedback from as wide a range of USAID
stakeholders, customers and partners as possible, and (2) draw on recent experience,
views of the Ambassadors and other knowledgeable specialists, and current analyses
of Eurasia and Central Asia to capture lessons learned. The development of the
Assistance Strategy involved three phases: Analysis, Diagnosis, and Presentation.

In the analytic phase, development customers and partners participated in the
evaluation of past programs, assessment of the current situation and examination of
proposals for future directions in each sector. Customers and partners participated in

3 Mancur Olson, Power and Prosperity, pg. 42.
3 Assessing Aid: A World Bank Policy Research Report, pg. ix
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or were consulted by assessment teams. USAID carried out more than 20
assessments and evaluations, covering all programs. National and local governments,
citizens and their organizations, national professionals in relevant fields, international
development organizations, PV Os and NGOs (both grantees and others), and private
investors were involved. Key stakeholders such as the U.S. Ambassadors and
colleagues from the Global and Regional Bureaus were involved in assessments. A
sample of the citizens of Kazakhstan, Kyrgyzstan, Tajikistan and Uzbekistan, the
ultimate customers, were surveyed about their views and participation in the social,
political and economic transition in their countries®. Clients opinions and ideas
were solicited directly in numerous open fora. Thirty-five leaders and reformers
from Central Asiawere identified and sent to the Lessons in Transition Conference in
Warsaw. Partner and customer views played an integral role in the development of
the strategic framework underlying this plan.

In the diagnostic phase, the partners and stakeholders were consulted about the
assessments, findings, the overarching strategic principles and the proposed overall
and sectoral strategies. USAID verified diagnoses with selected FSN staff,
government and non-governmental partners.  Members of the National Security
Council, State NIS Coordinator's Office and U.S. Congressional staff were
consulted. Relevant decisions from the U.S. Joint Commissions of Uzbekistan and
Kazakhstan were also incorporated.

In the final presentation phase, a concept paper, draft results frameworks and the
proposed principal performance indicators were shared and discussed with partners
and stakeholders.

This new assistance strategy has greater focus on the individual. Customer Service
Plans are now required in al new grant and contract documents to provide
information on how ultimate customers evaluate service.

Graduation

I n Central Asia, as in severa other republics of the former Soviet Union, initial
expectations about the pace and extent of change were unredistically optimistic
and. The dysfunction and corruption of the economic and political systems due to
nearly a century of domination and Sovietization was hugely underestimated. Worse,
the new nations of Central Asian lack the socia and human capital necessary to
quickly transform their political and economic systems. As the GAO report on
Central Asia commented, “ the goal of reaching a market-oriented democracy in each
of the five republics is decades away.”®” Other external and academic analyses
confirm this reality.

% public opinion poll performed in July-August 1999 with a sample of 4,120 peoplein 15
cities.

% U.S. Government Assistance to and Cooperative Activities with the New Independent
States of the Former Soviet Union. FY 1999 Annual Report, pg. 1

37 U.S Economic and Democratic Assistance to the Central Asian Republics GAO/NSIAD-
99-20, pg. 3.
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Thus, USAID’s new assistance strategy involves important changes in direction and
emphasis, with greater realism about what is necessary to bring about change—and
how long it will take. This longer term plan stresses fundamentals: focusing on
basic sociopolitical issues; building a constituency for reform; and seeking ways to
bring all countries and their citizens into the world economy. It will take decades to
create a constituency for these reforms and decades after that to fully implement
them. While gains are likely to occur most rapidly in Kazakhstan and in each
nations health sector, even there graduation will not occur soon. This strategy builds
the necessary foundation in the citizenry and their institutions for sustainable
partnerships and eventual graduation from U.S. assistance.

Civil Order

he international kidnappings and insurgencies last summer in southern

Kyrgyzstan provide a clear example of how the convergence of external and
internal tensions can lead to conflict and instability. It isnot at al surprising that this
conflict occurred in the volatile Ferghana Valley area, which falls within the borders
of Kyrgyzstan, Tajikistan and Uzbekistan. These Uzbek and Tajik insurgents—some
radicalized by Uzbekistan's oppressive policies—occupied a remote, indigent district
of southern Kyrgyzstan and moved freely in and out of Tgjikistan. The militants
reportedly included radicals who had trained with the Taliban as well as opponents of
the secular regimes in Uzbekistan and Tajikistan. Dissatisfied local villagers and
youth who receive little benefit from the current governments passively supported the
group. It is probable that the insurgency will recontinue once the spring thaws open
the mountain passes and permit travel.

There are a number of factors that contribute to potential regional disorder. Among
the most important are the lack of legitimate channels of dissent, the suppression of
religious freedom, as well as corruption of the rule of the law in some states. This
grants a particular urgency to civil society endeavors. USAID efforts support NGOs
and advocacy groups, strengthen Parliaments, and push national and local
governments to create opportunities such as public hearings for citizens to voice their
opinions and concerns. Assistance in civic education is particularly directed at
creating a constituency for peaceful reform, as aso is the case with small projects to
rebuild conflict-torn communities in Tajikistan.

The Soviets deliberately created republics whose geographic borders did not respect
ethnicity or economics. This makes each country vulnerable to divisiveness and
external threat. With a substantial Russian population, Kazakhstan can not ignore
Russias new nationalism. Similarly, the division of the Ferghana Valley among
three countries left an Uzbek majority in southern Kyrgyzstan, making Kyrgyzstan
vulnerable to Uzbek militarism and ethnic chauvinism. Proximity to Afghanistan
makes Tajikistan and Uzbekistan particularly at risk from Islamic radicals and those
who traffic in drugs and arms.

The socia costs of transition were severely underestimated. Reduced quality of life,
substantial poverty and income inequity all contribute to a populace which does not

% Don Pressley, OMB Presentation, February 10, 2000
% President Bill Clinton on a National Security Strategy for a New Century, December 1999.
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have a stake in civil order and enjoys few benefits of reforms. The Soviet “socid
contract,” however unsustainable, has been shred in the transition. Improvements in
healthcare help provide tangible benefits to individuals and families in a critical area.
A Kyrgyz provincial health director noted that “ while others may talk of reform, we
do it.” Improving the environment for the growth of small- and medium-sized
enterprises provides new, legitimate opportunities for citizens to increase their
livelihood, and reduces the temptation of crime and corruption. Participatory
mechanisms whether in government budget preparation, public services, or
environmental regulation rebuilds citizens' stakes in stable government. The United
States, through the U.S. Embassies, monitors opposition groups and is vocal about
political and human rights violations.

The sections that follow on each Strategic Objective offer a more complete
discussion of the challenges, prospects and planned USAID assistance to Central
Asiafrom 2001 to 2005. Together, these objectives will further U.S. foreign policy
interests and contribute to pluralism and stability among the people and institutions
of the new nations of Central Asa.
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Strategic Objective 1.3 —Improved Environment for
the Growth of Small and Medium Enterprises

Problem Analysis
SME Share of Employment

hroughout the world, small- and medium-sized enterprises

(SMES) are amajor contributor to economic growth and key el | | | |

to generating income and employment opportunities. UK \ \ \

Employment trends in the emerging economies of Eastern Japan | ‘ ‘ ‘ :
Europe serve as an excellent example of the importance of the SME France | | | —
sector in creating jobs. SMEs account for 58% of employment in Germany | ‘ ‘ )
Georgia, 37% in the Czech Republic, 24% in Hungary, and 23% in USA ]
Poland®. With such vibrant small business sectors, these countries Estonia | ‘ ‘ )
have enjoyed much healthier economic growth over the past decade ,q.h repubiic |
than Central Asia. In contrast, the contribution of SMEs to economic Hungary 1
growth and the creation of jobs in Central Asia is disappointingly 1
low.** The SME sector thus represents great potential for economic Poland ]
expansion. But before this sector can grow, the business environment Russia =3
in Central Asia must change. Kazakhstan [

Belarus [

Stifling bureaucratic procedures and corruption are mgjor constraints

to growth of the SME sector. USAID has had some successes in

proposing national legal, regulatory and institutional reforms

throughout the region. Even in Uzbekistan and Turkmenistan, where

there has been negligible economic reform, some small enterprise

efforts have succeeded. Nevertheless, smal- and medium-sized  Source: EU-TACIS Donor Report on SME

enterprises are suffocated by irrational bureaucratic procedures at the  Issuesin Kazakhstan, May 1998

regional and local level. Licensing, inspections, registrations,

customs, import/export procedures, property acquisition, the hiring of employees, and

other administrative business tasks can require upwards of 50 forms and bureaucratic

requirements43. Taken individually, many of these demands seem like mere

nuisances. However, a recent survey of problems for SMEs in the Atyrau region of

Kazakhstan® has shown that, cumulatively, these hindrances deter new  « M ar ket-

entrepreneurs, significantly raise costs for established businesses, and destroy SMEs. .
augmenting

Moreover, such procedures create a bureaucratic environment ripe for corruption. 42
gover nance.
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All nations, including those of Central Asia, need strong and responsive financial
systems to foster SME growth. SMEs have extremely limited access to capital __ Mancur Olson, 1999
because of weak commercial banks and a lack of other financial intermediaries such
as mortgage banks, insurance companies, or a sustainable privat